Seidman Business Review
Volume 25 | Issue 1

Article 5

2019

Housing Market in the Grand Rapids Area
Laudo Ogura
Grand Valley State University

Paul Isley
Grand Valley State University

Follow this and additional works at: https://scholarworks.gvsu.edu/sbr
Recommended Citation
Ogura, Laudo and Isley, Paul (2019) "Housing Market in the Grand Rapids Area," Seidman Business Review: Vol. 25 : Iss. 1 , Article 5.
Available at: https://scholarworks.gvsu.edu/sbr/vol25/iss1/5

Copyright © 2019 by the authors. Seidman Business Review is reproduced electronically by ScholarWorks@GVSU. https://scholarworks.gvsu.edu/
sbr?utm_source=scholarworks.gvsu.edu%2Fsbr%2Fvol25%2Fiss1%2F5&utm_medium=PDF&utm_campaign=PDFCoverPages

Housing Market in the Grand Rapids Area
Laudo M. Ogura, Ph.D., Associate Professor of Economics
Paul Isely, Ph.D., Professor of Economics

Laudo M. Ogura

Paul Isely

In 2018, home prices kept rising in the Grand Rapids area,
fueled by the continuing employment growth and the low
supply of homes for sale. At the national level, housing prices
also rose well above the inflation rate (see Table 1). High
production (GDP) growth rates and low unemployment rates
have kept demand for housing high despite a significant
increase in mortgage rates and the reduction in homeowner
tax benefits due to the Tax Cuts and Jobs Act of 2017.

According to our estimations, home prices rose by 15% on
average in 2018 in the Grand Rapids city, while prices in
the remainder of Kent County rose by 8%. Figure 1 shows
the housing price indexes for both areas since 2005. The
indexes were calculated using data on arm’s length sales
only to better reflect market conditions for non-distressed
home sales (see details on the method used in the Technical
Notes at the end of this article). While average prices in
the Grand Rapids city declined more than in the remainder
of Kent County during the housing crisis until 2011, prices
have gone up faster in recent years in the city and are now
converging to the same trend level of the rest of the county.
In 2018, prices in the city were 34% higher than the average
in 2005, surpassing the inflation rate in the same period,
which was 28%. On the demand side, this large increase
in home prices reflects the fast employment growth in the
region. Employment is now 13% higher than in 2005 and is
still growing at a 2% annual rate. On the supply side, the local
association of realtors (GRAR, 2018) has reported very low
inventory-to-sales ratios in recent years. In 2018, the ratio was
still at 1.5 months’ supply (the same as in 2017), and pending
sales actually decreased by 3.2% in the first 11 months of the
year compared to the same period in 2017.

Table 1 – Economic and Housing Market Conditions
2005

2017

2018

2017-2018
Change

20-city S&P/Case-Shiller housing price index (2005 = 100)

100

106.1 (Sept)

111.6 (Sept)

5.2%

U.S. Consumer Price Index - CPI (2005 = 100)

100

126.7 (Nov)

129.5 (Nov)

2.2%

U.S. Real Gross Domestic Product annualized growth rate (%)

3.5

2.2

3.5 (3rd quarter)

1.3%

U.S. unemployment rate (%)

5.1

4.4

3.7 (Nov)

-0.7%

U.S. 30-year fixed mortgage rate (%)

5.9

4.0

4.9 (Nov)

0.9%

U.S. home mortgage delinquency rate* (%)

1.6

4.2

3.4 (3rd quarter)

-0.8%

U.S. new private housing starts (annual rate, in millions)

2.16

1.29

1.31 (Nov)**

1.6%

U.S. NAR Existing Home Sales (annual rate, in millions)

7.07

5.51

5.39 (Nov)**

-2.2%

U.S. homeownership rate (%)

68.9

63.9

64.3 (3rd quarter)**

0.4%

Grand Rapids metro area unemployment rate (%)

5.8

3.6

3.2 (Oct)

-0.4%

Grand Rapids metro area employment (in thousands)

496.0

551.8 (Oct)**

563.6 (Oct)**

2.1%

Grand Rapids GRAR homes sold (pending sales, annual rate)

13,407

12,943

12,546 (Nov)**

-3.1%

8.0

1.5

1.5 (Nov)**

0.0%

Grand Rapids GRAR home sales months of inventory

* Delinquency rate of single family residential mortgage in the top 100 banks.
** Average in the 12-month period ending in that month.
The Grand Rapids metropolitan area includes Kent, Ottawa, Barry, and Montcalm Counties.
Annual data represents average or total for the year. Non-annual values are seasonally adjusted, except for mortgage rates.
Sources: Federal Reserve St Louis (2018), National Association of Realtors - NAR (2006, 2018), and Greater Regional Alliance of Realtors - GRAR (2018).
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Figure 1: Housing Price Index for the Grand Rapids Area*
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2018 index is based on data until September. See Technical Notes at the end of the article for details.
Source: Sales data from the Kent County Government; housing price index based on authors’ calculations.

Since the last recession, construction of new homes has
lagged behind the growth of the household population in the
metro area. This lag can be seen in Figure 2, which shows the
change in household population compared to building permit
issuance since 2011. In part, the slow recovery in construction
activities was due to the overbuilding in the years prior to the
recession. In fact, homeowner vacancy rates increased from
2% to 4% during 2009-2010. However, vacancy started to

decline in 2011 as the economy recovered and is now under 1%
(see Figure 3). Rental vacancy rates have also been very low
compared to historical levels and to other regions. Rental
vacancy had declined significantly during the foreclosure
crisis as homeowners were displaced and credit was
restricted, but it continued to go down in the following years
as population grew faster than construction in the region.

Figure 2: Building Permits and Household Population Change in the
Grand Rapids Metro Area Since 2011
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Household population was estimated using population data from the U.S. Census Bureau and the 2010 average household size of 2.7 persons
in the Grand Rapids metro area.
Source: Building permit from U.S. Census Bureau (2018a) and population from Federal Reserve Bank of St Louis (2018).
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Figure 3: Housing Vacancy Rates In the Grand Rapids Metro Area
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2018 vacancy rates are based on data until September.
Source: U.S. Census Bureau (2018b).

As a response to the shortage of homes in the central area of
Grand Rapids, many high-rise buildings have been developed
since 2015. Figure 4 shows the number of permits issued for
units in large multi-family buildings in the city. From 2015 to
September 2018, the city had issued 2,876 permits for such
types of housing. In comparison, only 1,833 permits were
issued in the previous 20 years (1996-2014). After a peak in
2016, multifamily building construction plans have waned with
concerns of overbuilding, but it is still at a high level relative
to historical trends, indicating that developers are still hopeful
about the future of the downtown housing market.

An additional support to the Grand Rapids area housing
demand is the age distribution of its population. Kent County
has a higher percentage of its population in young cohorts.
According to the U.S. Census Bureau (2018c) data, in the
2013-2017 period Kent County had more than 12 people
between the ages of 25 and 34 for every 10 over 65 years
old. The average across Michigan was fewer than 8 people
between the ages of 25 and 34 for every 10 over 65. The
implication is that Kent County has a much larger group of
adults who are just starting their home ownership journey,
creating greater support for the growth of the housing
market than in the rest of the state.

Figure 4: Building Permits for Units in 5-and-plus-unit Multi-family
Buildings In the Grand Rapids City
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2018 data is estimated based on cumulative count until September. Source: U.S. Census Bureau (2018a).
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Conclusions
In the past year, housing market conditions were still
favorable to rising prices. Employment and income growth
are still fueling demand, despite increasing mortgage rates,
while supply of available homes is still short in the region.
For the next couple of years, few factors might slowdown
the rise of home prices. Mortgage rates can still go up by
another half point in 2019 as the economy continues to
grow. Employment growth may decrease in the region due
to the increased tariffs on international trade, which should
negatively affect local production costs and exports. Also,
an economy-wide recession is looming, possibly in 2020,
although most likely short and shallow. In the supply side
of the market, construction is now surpassing population
growth, thus helping to limit further increases in home prices.
Nonetheless, vacancy rates and the supply of homes for sale
are still low and should take at least a couple of years to rise
to historical levels.
Technical Note
The housing price indexes shown in Figure 1 are estimated
using the repeat-sales method, which compares prices of the
same houses over time. We used data from January 2000 to
September 2018, setting the indexes at 100 in 2005, so that
they can be interpreted as the amount of money needed to
buy a house for every $100 that was needed to buy the same
house in 2005. The use of repeat-sales is a way to control for
variation in the quality of houses. The estimation does not
include houses that were not resold during the period studied
and disregards the impact of improvements or deterioration
of houses and neighborhoods. Nonetheless, it is a widely
used method to measure the average changes in prices in a
broad housing market. In order to better reflect the market
conditions for typical homes, our indexes include only arms’
length sales, with prices as low as $10,000 and as high as
$1,000,000. We also excluded houses that never reached at
least $30,000 during the period.
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